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We have considered your application for recognition of exemption from federal income tax
ander section 501{al ot th Internal Revenue Code as an organization described in section
:01(c)(3). Based on thei formation submitted, we have concluded that you do not qualify for
axemption under that sectibn. The basis for our conclusion is sat forth below.

!
' FACTS

You were formed on Article 3.(a) of your Certificate of incorparation
indicates the purposes for Ewhich you were formed are:

To arrange by contr?j:t for the delivery or provision of health services by individuals, entities,
and facilities licensad or certified to practice medicine and other health professions, and as
appropriate, ancillary medical services and aquipment, by which arrangements such health
cara providers and syppliers will provide their services in accordance with and for such
be established by a contract between the Corparation and ons or more
an

compensation as ma
pealth maintenance drganizatl ificate of authority pursuant
as

to the provisions of
amended.

_Ageording to the d cription of your activities in your Application for Recognition of Exemption
Under Section 501(c){(3) of the intarnal Revenue Code, Form 1023, you were formed to facilitate
the provision of mental h lth services to 8 population in need. These services are provided by a
network of mental health pare providers who are affiliated with you. These providers will provide
these services under contfacts entared into by you with various Health Maintenance Organizations
(*HMOs"). You will reviewv the credentials of the network providers to determine their eligibility and

establish quality control and ¢linlcal practice procedures.
i
Except for * all your members are organizations exempt trom federal
income tax under section|§01(c)(3) of the Code. ‘ .

You indicated that you were formed by mental health care providers to accommodate the
forthcoming changes in the health care service field. These changes will designata HMQs as sole
providers of these servim‘s to a population in need. Tha HMOs will seek to make use of mental




heaith care providers, but will choase to do so through organizations representing multiple
providers. You will be such an organization. It is the beilef of these mental health care providers
that when 'changes the delivery system for such services to a managed care model,
only intermediary organizations, such as yourself, will be able to provide these services.

LAW AND ANALYSIS

Section 501(c)3) of t@\e Internal Revenue Code provides for the exemption from federal
income tax of organizationsg organized and operated exclusively for charitable, scientific or
edycational purposes, provided no part of the organization’s net earnings inures to the benefit of

any private shareholder or individual,

Saction 1.601(c)(3)-1(a)(}) of the Income Tax Regulations provides that in order for an
organization 1o be exempt as one described i section 501 {c){3) of the Cods, it must be both ;
organized and operated excl sively for one or more exempt purposes. Under section
1.501(e)(3)-1(d){1)(i}{b) of the regulations, an axempt purpose includes a charitable purpose.

I
Section 1.501(¢){3)-1(#)(2) of the regulations provides that the term “charitable” is used in
Code section §01(c)(3) in ity generally accepted legal sense. The promotion of health has long been
recognized as a charitable pljpose. See Restatement (Second) of Trusts, sections 368, 372
{1958); 4A Scott and Fratcher, The Law of Trusts, sections 368, 372 (4th ed. 1989); Rev. Rul.
69-545, 1969-2 C.B, 117.

Section 1.501(c)(3)-I{bl(i) of the regulations provides that an organization is arganized
exclusively for one or more dxempt purposes only if its articles of organization (a) limit the -
purposss of such organization to one or more éxempt purposes and (b} do not exprassly empower

the organization to angage,

therwise than as an insubstantial part of its activities, in activities

which in themseives ara not ]ln furtherance of one or more exempt purposes.

Section 1.501(c){3)-(c)

'P) of the regulations provides that an organization will be regarded as

"operated axclusively" for on’r or more exempt purposes only if it angages primarily in activities

which accomplish one ar ma

e of such axempt purposes specified in section 501 {c}(3} of the Code.

An arganization will not be s0 regarded if more than an insubstantial part of its activities is not in_

‘turcheranceof ai exempt purpose,

operated for the primary purppse of carrying on an unrelated trade or business is not exempt undar

Section 1.501(c)(3)-I(e)()) of the regulations states that an arganization which is organized and
section 501(¢)(3) of the Code
|

In Better Business Burea Washi D.C. v. Uni it 326 U.S. 279, 283 (1945),
the Court statad that "the prebence of a single . . . [nonexempt] purpose, if substantial in nature,
will destroy the exemption regardiess of the number or importance of truly . . . [exempt] purposes.”

1

In Rev. Rul. 69-545, 1949-2 C.B. 117, the Service established the community benefit
stendard as the test by which|the Service determines whether a hospital is organized and operated
for the charitable purpose of promoting health. '

Commissioner, 985 F.2d 1210 (3rd Cir. 1993), rey’d 62 TCM 1656
11991) ("Gaisinger 1"}, held tHat a prepaid heaith care organization that arranges for the provision of
health care services only to its members benefits its members, not the community as a whole and




- adolescents, it promoted he

therefore does not promota health in a charitable sense. Under the community benefit standard, the
organization must benafit tha community as a whole in addition to its members. In concluding that
the argenization did not quglity for exemption under section 501(c}{3) on the basis of promoting
health, the court of appeald stated that an organization must meet a "flexible community benefit
test based on a variety of ifdicia.” '

Rev, Rul. 75-197, 19751 C.B. 168, held that a nonprofit organization that operates a free
computerized donor authorization retrieval system to facilitate transplantation of body organs upon
a donor’s death qualifies for exemption under ssction 501(0)(3) of the Code because by facilitating
the donation of organs whigh will be used to save lives, it is serving the health needs of the
community and therefore is|promoting health within the meaning of the general law of charity.

Rev. Rul. 77-88, 1971-1 C.B: 142, held that a nonprofit organization formed to provide
individual psychological and|educational evaluations, as well as tutoring and therapy, far childrgn
and adolescents with learning disabilities qualified for exemption under section 501(5)(3) of the
Code because it bath promated health and advanced education. Because jts services are designed
to relleve psychological tens{ons and thereby improve the mental health of the children and

kth,

In Rev. Rul. 77-69, 19&7-1 C.B. 143, an organization was formed as a Health Systems
Agency (HSA) under the National Health Planning and Resources Development Act of 1974. As an
HSA, the organization’s pri ary responsibility was the provision of effective health planning for a
specified geographic area ang the promotion of the davelopment within that area of health services,
staffing and facilities that met identified needs, reduced inefficiencies and implemented the HSA's
heatth plan. The revanue ruli g concluded that by establishing and maintaining a system of haealth
planning and resources deve pment aimed at providing adequate health care, the HSA was
promating the health of the rpsidents of the area In which it functioned. Therefore, the HSA
qualified for axemption unded section 501 (c)3) of the Code on the basis that it promoted health.

Rev. Rul. 81-298, 1981-1 C.B. 328, held that 4 nonprofit organization that provides hauging
transportation and counseling to hospital patients’ relatives and friends who travel to the locality to
assist and camfort the patients qualifies for sxemption under saction 501(c}{3) of the Code because
it promotes health by helping|to relieve the distress of hospital patients who benefit from the
visitation and comfort provided by their reilatives and friends. . .. .. :

In Professional nda Vi i V. n
T.C. 240 (1980), gcq., 198042 C.B. 2 (*Queens nty PSRQ"), the Tax Caurt held that an
organization that reviewed thy propriety of hospital treatment provided to Medicare and Maedicaid
recipients was exempt under section 501(c)(3) of the Code because it lessened the burdens of
government and promoted thé health ot persons eligible for Medicare and Medicaid.

In Rev. Rul. 81-276, 1981-2 C.B. 128, the Service held that a PSRO qualifias for exemption
under section 501{c){3) of thd Code becauss it lessens the burdens of government and promotes
the health of the beneficiaries jof the Medicare and Medicaid programs,

] . N

Living Faith, inc. v. Commigsioner, 950 F.2d 365 (7th Cir. 1991), involved an organization
that aperated restaurants and heaith foad storas with the intention of furthering the religious work
of the Seventh-Day Adventist Church as a health ministry. However, the Seventh Circuit held that
these activities were primarily carried on for the purpose of condueting a commercial business
gnterprise. Tharefore, the orgahization did not qualify for recognition of exemption under section
501{c)(3) of the Code. '




i + 72 T.C. 687 (1979), aff'd, 625 F.2d
at while selling prescription pharmaceuticals promotes kealth,
or recognition of exemption under section 501 {c){3) on that basis alone.

t ac
804 (8th Cir. 1980}, held
pharmacias cannot quality

Rev. Rul. 70-835, 19§0-2 C.B. 117, describes an Qrganization formed to provide managemant,
davelopment and consulting services for low and moderate income housing projects for a fee. The
revenue ruling held that th 1 organization did not qualify for exemption under section 501(¢c)(4) of
the Code. : ’

1

Rev. Rul. 54-305, 19%4-2 C.B. 127, involves an organization whose primary purpose is the
operation and maintenance of a purchasing agency for the banefit of itg otherwise unrelated
members who are exempt 4s charitable organizations. The ruling held that the organization did not
qualify under section 101(
activities consisted primaril
services. The ruling stated
grdinary business activities.

of the Code (the predecessor to section 501(¢c)(3)) because its
af tha purchase of supplies and the performance of other related
hat such activities in themselves cannot be termed charitable, but are

Rev. Rul. 69-528, 1943-2 C.B. 127, describes an organization formed to provide investment
services on a fee basis only|to organizations exempt under section 501{c}{3) of the Code. Tha
organization invested funds received from participating tax exempt organizations. The service
arganization was free from 1he control of the participating organizations and had absolute and
uncontrolled discretion over investment policies. The ruling held that the service organization did
not qualify under section 501 (c)(3) of the Code and stated that providing investment services on a
regular basis for a fee is a trade or business ordinarily carried on for profit.

Rev. Rul. 72-369, 1970-3 C.B, 245, deals with an organization formed to provide
Management and consulting |services at cost to unrelatad exempt organizations. This revenue ruling
heid that providing managerisl and consulting services on a regular basis for a fae is a trade or
business that is ordinarily cafried on for profit. The fact that the services in this case were provided
at cost and solely for exempt organizations was not sufficient 10 characterize this activity as

charitable within the meaning of section 501(c)(3) of the Code.

In Rev. Rul. 77-3, 1877-1 C.B. 140, a nonprofit organization that provides rantal housing and
related services at cost to a ¢ity for its use as fres tamporary housing for families whose-homes

" have been destroyed by fire is not a charitable organization exempt under section.501(¢)(3) of the

Code. |

In B.8.W. Group, Inc. v Commissioner, 70 T.C. 352 (1978), the organization entered into
consultant-retainer relationships with five or six limited resource groups Involved in the fields of
health, housing, vocational skills and coaperative management. The organization’s finencing did not
resemble that of the typical sketion 501(c)(3) organization. It had neither solicited, nor recsived,
any voluntary contributions fom the public. Tha court concluded that because its sole activity
consisted of offering consulting services for a fee, set at or close to ¢ost, to
nonprofit, limited resource or?anizations. it did not-qualify for exemption under section 501 {c)3) of
the Coda. : :

In Christian Stewardshig Assistance . V. Commjssioner, 70 T.C. 1037 (1978), a nonprofit
corporation that assisted charitable organizations in their fund raising activities by providing financial

planning advice on charitable giving end tax planning to wealthy individuals was held not to qualify
for axemption under section 801(c)(3}) of the Code becauss its tax planning services were a




substantial nonexempt actl'yity enabling the corporation to provide commercially available services
to wealthy individuala free bf charge. ,

Section 502 of tha C?'de states that an organization operated for the priméry purpose of
carrying on a trade or business for profit is not tax exempt on the ground that all of its profits are
payable to one or more taxiexempt organizations.

Section 1.5024((b} of ihe regulations provides that a subsidiary organization of a tax axempt
organization may be exempt on the ground that the activities of the Subsidiary are an integral part
of the exempt activities of the parent organization. Howaver, the subsidiary is not exernpt from tax
if itis operated for the prim ry purpose of carrying on a trade or business which would be an
unrelated trade or business fif regularly carried on by the parent erganization,

In Rev. Rul. 78-41, 19781 C.B. 148, a trust ¢reated by a hospital to accumutate and hold
funds to pay malpractice eldims against the hospital was determined to be an integral part
organization because the hospital axercised significant financial control over the trust. This was
because the trustea was reduired to make payments to clalmants at the direction of the hospital,
the hospital provided the fupds for the trust and the hospital directed whera the funds from the
trust were to be paid. '

Geisi Health Plan v. Commissioner, 100 T.C. 394 {1993), (“Geisinger IIt"), aff'd, 30 F.3d
494 (3rd Cir. 1994} ("Geisinqer V"), held that a prepaid heaith plan did not qualify for exemption
under section 501(¢c)(3) of tt[ue Code based on the integral part doctrine of section 1.802-1(b} of the
regulatons. 4 :

Section 513(a) of the Gode defines the term “unrelated trade or business™ as any trads or
business the conduct of whith is not substantially related (aside from the need of the organization
fot income or funds or the ude it makes of the profits derived) to the exercise or performance by
such organization of the purpose or function constituting the basis for its exemption.

Section 513(al(2) of the Code providas that the term "unrelated trade or business” does not

include any trade or business which is carried on, in the case of an organization described in section
501{cK3), such as a hospitalI by the organization primarily for the convenience of its patignts.

Section 1.513-1(a) of 1h regulations defines “unrelated business taxable income" to mean
gross income derived by an grganization from any unrelated trade or business reguiarly carried on
by it, less directly connected |[deductions and subject to certain madifications. Therefore, gross
income of an exampt organization subject to the tax imposed Dy section 511 of the Code is
includible in the computation of unrelated business taxable income if: (1) it i3 income from trade or
business; (2) such trade or business is regularly carrisd on by the organization; and (3) the conduct
of such trade or business is rlot substantially related (other than through the production of funds) to
the organization’s performande of its axempt functions.

Section 1,513-/(b) of thé regulations states that the phrase "trade or business” includes
activities carried on for the prbduction of income which possess the characteristics of a trade
or business within the meaning of section 162 of the Code. Section 1.513-l{¢c) of the reguiations
explains that "regularly carried on" has reference to the frequency and continuity with which the
activities productive of the inqome are conducted and the manner in which they are pursued.

Section 1.513-I(d)(I) of t} e regulations states that the presance of the substantiglly‘ralateq
requirement necessitates an examination of tha relationship between the business activities which'




generate the particular incame in Question—-the activities, that Is, of producing or distributing the
goods or performing the services involved--and the accomplishment of the organization’s 8xempt
purposes,

Section 1.513-1 (d)(2)l of the regulations states that a trade or business is related to exempt
purposes only whers the conduct of the business activity has a ¢ausal relationship to the
achievement of an exempt purpose, and is substantially related for purposes of section 513, only if
the csusal relationship is a substantial ong, Thus, for the conduct of a trade or business from which
a particular amaunt of gros$ income is derived to be substantiaily related to purpeses for which
exemption is granted, the pfoduction or distribution of the goods or the performance of the services
from which the gress income is derived must contribute importantly to the accomplishment of those
purposes. .

i :

Section 1.513-(d)(4)(i) of the regulations states that gross income derived from charges for
the performance of exempt functions does not constitute gross income from tha conduct of
unvelated trade or business.

Section 501(e) of the Coda provides that a cooperative hospital service organization is treated
as if it were exempt under sketion 501 {cX3) if it performs certain specifi¢ service activitias
enumerated in the statute ., "clinical” services). These services must be performed for two or
more exempt hospitals and the organization must aliocate or pays, within 8-1/2 months after the
end of the year, all net earni 9s to its members on the basis of the services performed for them. To
qualify under section 501(e)! the sefvices must be such that if they were performed by an exempt
hasgpital, they would constitJte agtivities In exercising or performing the purpose or function
constituting the basis for the hospital’s exemption. Tharefore, implicit in section 501(s} Is the
requirement that hospital ser}vice organization must also satisty the community benefit standard of
Rev. Rul. 89-545, sypra. |

Section 1,501(e)-1 of the regulations provides that section 501(s) is the exclusive and
controlling section under which a cooperative hospital service organization can qualify as a
charitable organization. P ‘

- U.8.. 450 U.S. 1 (1981), the Supreme Court held that a coaperative
laundry organization that seryed exempt organizations could not gualify as exempt under saction-
B01(¢)(3) because laundry sefvices is not one of the activities anumerated in saction 501(e).

Sectioﬁ 1.170A-8(c)(1) of the regulations provides that the term “haospital" ingludes a
rehabilitation institution, an ortpatient alinic or community mental health or drug tregtment center
which may qualify as a hospital if its principal purpose or function is the providing of hospital or
medical cara. |

! RATIONALE

Your activities conéist of arranging for the provision of behavioral heaith cara services py your
‘nembers {one of which is a commercial enterprise) for persans enrolled in an unralated Meg:cald
"IMO, and providing administrative and management services for your membars in connection with
this activity. : '




.under section 501(¢)(3) of

Under the regulations, an organization that is organized and operated exclusfvely for charitable
Purposes may qualify for exemption under section 501(c)(3) of the Code. The promotion of heaith
has long been recognized as a cbaritabtg purpose,

Whether a hospital pramotes health in a charitable manner is determined under the community
benefit standard of Rav. Rul. 69- 5486, sypra. This standargd focuses on a number of factors to
determine whether the hospital benefits the community s a whole rather than private interasts.

The application of the cam Punity benefit standard to exempt hospitals and other axempt health
care organizations was sustained in Eastern K ky Weifare Rights Qrg. v, Simon, 508 F.2d 1278
(D.C. Cir. 1974), vacated o other grounds, 426 U.S. 26 (1978); and in Sound Health Assogiation
v. Commissioner, 71 T.C. 1I58 (1978), acq,, 1981-2C.B. 2. - )

]

The Service and the courts have recognized that the promotion of health includes activities
other than the direct provision of patient care. Seg Rev. Rul, 81-298, 3upra; Rev. Rul. 81-276,
Supra; Rev. Rul, 77-69, §ug#a; Rev. Rul. 77-68, supra: Rev. Rul. 75-1 87, supra; and Queens County
PSRQ, supra. i ) :

*

However, an organizatiOn that merely promotes health, without rnbre, is not entitled to
recagnition of exemption under saction 501 (e)(3) of the Code. Sea Living Faith, Inc, v.

Gommissioner, supera; and Federation Ph nc. V. gommissioner, supra. Therefore,

by arranging for the provisioh of mental health cara sarvices by your members for the benefit of

limited groups of persons, you do not satisfy the community benefit standard of Rav. Rul. 69.545,

Although your activitia# promote health, you do not promote health in a charitable manner,
Any benefits derived by the fommunity from your activitles--arranging for the provision of
behavioral health care services by your members far persons enrolled In an unrelated Medicaid
HMO, and providing administrative and management services for your members in connection with
this activity--are remote and |ncidental.

] . ¢

Your activities are commersial rather than charitable. You are essentially praviding commerciat
sarvices to your members. nonprofit organization that provides ordinary business services for one
or more exemnpt health cars cjrganizations does not promote health in a charitable manner. See Rev,
Rul. 70-53§, supra: Rev. Rull 54-305, supra; Rev. Rul. 69-528, supra; Rev. Rul. 72-369, sypra;
Rev. Rul. 77-3, supra; B.S.W!| Group V. Comimissioner, supra; and Christian Stewardship

Assistance, Inc. v Commissioner, gupra.
1

In Geisinger I, supra, u'r court of appeals held that an HMO did not qualify for exemption
the Code because arranging for the provision of health cars services

exclusively for the organizatidn’s members primarily benefited
the members, not the commuhity as a whole. Under the community benefit standard, the
organization must banefit the ommunity as a whole in addition to its members. [n concluding that
the organization did not qualify for exemption under section 6501(c)(3) on the basis of promoting
health, the court of appeals stt-ned that an organization must meet a “flexibie community benefit : |

i .

I

test based on a variety of inditia."

8y arranging for the prow}&sion of, behavioral health care services by your members and by
providing administrative and management services to your members in connection therewith, your
activitles primarily benefit yout members, not the community as a whole. You perform no activities
hat directly benefit the commi nity as a whole, so that any benefits derlved by the community from
your activities are remota and jincidental.

1




Therefore, you do not satisfy the "flexible community benefit tast based on a variety of indiciz"

- established in Geisinger 1, supra.

Because you have not astablished that You promote health in a charitable manner, you are not
operated exclusively for a charitable purpase. See section 1.501(c)(3)-l(c)(]) of the regulations and
Better Business Byreay of Washington. D. Y. United Stares, supra. Therefore, you do not qualify
for exemption under sectiorf 807(c)(3) of the Code as a charitable organization on the basis that you
pramots health, 1

|
Under section 1.502-ib) of the reguiations, one organization may derive its exemption from a
related organization exempt|under section 801(e)3) of the Code if the former organization is an
integral part of the exempt organization. To obtain exemption derivatively, the two organizations
must be “related” and the s‘;bordinate entity must perform “essential" services for.the parent.

Section 1.502-1(b) of fhe regulations includes the example of a subsidiary that is operated for
the sole purpose of furnishi g electric power used by its parant organization, a tax examp?
educational organization, in tarrying on its educational activities. Seg Rev. Rul. 78-41, supra.
However, a subsidiary organization that is engaged in an activity that would be considered an
unrelated trade or business if it were regularly carried on by the exempt parent does not provide an
essential service for the pardnt. The regulations include an example of a subsidiary organization:
that is operated primarily for|the purpose of furnishing alectric power to consumers other than its
parent organization. Also, ifla subsidiary organization were owned by several unrelated axempt

arganizations and operated for the purpose of furnishing electric power to each of them, it could not .

be exempt because the busifess would be an unrelated trade or business if regularly carried on by
any one of the tax exempt otganizations. For this purpose, organizations are related only if they
consist of a parent and one or more of its subsidiaries, or subsidiaries having a common parent. An
exempt organization is not rdlated to another exempt arganization merely because thay both engage
in the same type of exempt ;ctivities. See section 1.502-l(b) of the regulations,

|
You are controlled by exempt organizations that are not structurally related to each other as
well as by for-profit entities. | A substantial portion of your activities consists of arranging for the
provision of behavigral healdj care services by your members for persons enrolled in an unrelated

Medicaid HMO, and providing administrative and management services for your membgrs in. |

connection with this activity.i Thus, if any one of your members regularly performed these services,
they would constitute an unrélated trade or business. First, as explainad praviously, these services
‘would not constitute the promotion of health in a charitable manner. [n addition, these services
waould not contribute importantly to the accomplishment of the member’s exempt purposs of
pramoting the health of the c?mmunity. and thus would not have a substantial causal relationship,
as described in section 1.513:1({d}{2) of the regulations, to the achievement of the membar’s
exempt purposa. Thus, your gctivities, if performed by any of your members for any other
members, would be considerjd an unrelated trade or business. As a result, the services you provide
for your members do not satisfy the requirements of section 1.502-ib) of the regulations and you
do not qualify for exemption Ynder the integral part doctrine.

{

Further, in Geisinger 11}, supra, the Tax Court held that a prepaid health plan created by an
axempt hospital system was dot an integral part of the system because a substantial portion of the
enrollees of the plan, approximately 20%, were not patients of the axempt hospitals in the hospital
system. The Tax Court reasoned that providing services to such a significant number of nonsystem
patients precluded a finding that the plan’s activities were davoted te furthering the exempt
purposes of the hospitals in the system.
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In Geisinger IV, supra, the Third Circuit Court of Appeals atfirmed the Tax Court, stating that
the integral part doctrine has two requirsments: (1) the subordinate organization must not be
engaged in activities that would be unrelated trade or business activities if the parent engaged in
these activities directly, ang (2) the subordinate organization’s relationship to the parent must
enhance (or "boost") the sybsidiary’s ability to accamplish charitable purposes to such a degree
that the subsidiary could g alify for exemption on its own maerits,

The Third Circuit oonc"uded that the prepaid health plan did not receive any boost from its
association with the. exempt hospitals in the haspital system. The patients the plan provided to the
system, j.e., the plan’s enrdllees, were the same patients that it served without its assaciation with
the hospital system. Thus, fhe court concluded that the plan did not satisfy the integral part test
because it was not rendered "more charitable” by virtue of its association with the exempt hospitals
in the systemn. !

In the Geisinger cases, the exempt hospitals were related to each other because they were all
part of the same hospital sygtem. In your case, however, the HMOs are operated by exempt

organizations that are not rejated 1o each other. Therefora, the Geisinger cases do not apply to
yYour organization. ' .

Nevertheless, even if the Geisinger cases do apply, there is no evidence establishing that the
persons for whom you provide services, f:e.. the enrollees in HMOs, are independently also patients

_of your members. Therefor . under Geisinger Ill, supra, since your activities do not further the

exempt purposes of your megmbers, the intagral part doctrine does not apply.
’ |

Further, there is no evi#ence establishing that you recsive a charitable “boost” from your
member organizstions. The patients you provide to your members, the enrolless of HMOs, are the
same persans that you woutg serve without your assoclation with the member organizations.
Therefore, under Geisinaer IV, sypra, since you are not rendered “more charitable® by virtue of your
associgtion with. the member| health cars providers, the integral part doctrine does not apply.

As a result, you do notiqualifv for exemption under section 501{c)(3) of the Code based an
the integral part doctrine. i
!

. An organization that prévides zenvices for hospitals that are exempt under section 501(c)(3) of
the Code may qualify for ex ption under section 501(c)(3) if it meets the requirements of Section
6501{e). However, the exemq:ion applies only to organizations that provids one or more of the
services specifically anumerated in the statute and the ragulations. Since section 501(e) is the
exclusive means by which a P||ospital service organization may qualify for axemption under section
501(c)(3) (scq section 1.501(e}-1 of the regulations and HCSC Laundry, supra) a hospital service
#rganization providing servicds other than those specifically enumeratad in the statute does not
qualify for examption. 1

Under section 1.170A-ﬂ(c){ 1} of the regulations, your members may de considered 16 be
hospitals. Howaever, even if your activities were considered as providing clinical services for your
member hospitals, you do not satisfy the community benefit standard of Rev. Rul. 69-545, gupra,
and not all your members are |described in section 501(c)(3), both of which are required for
axemption under section 501{e) of the Code. Furthermare, you do not mast the requirements of
gection 501(e)(2) regarding allocation or payment of net earnings. Therefore, under saction 501(e},
you do not qualify as an organization that is treated as exempt under section 501(¢)(3).

|




